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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 
AND THE CALIFORNIA ENERGY COMMISSION 

Order Instituting Rulemaking to Implement 
the Commission’s Procurement Incentive 
Framework and to Examine the Integration of 
Greenhouse Gas Emissions Standards into 
Procurement Policies. 

Rulemaking 06-04-009 
(Filed April 13, 2006) 

Energy Commission Docket 07-OIIP-01 

SUPPLEMENTAL REPLY COMMENTS OF PACIFICORP (U 901 E) ON ISSUES 
RELATED TO THE DISTRIBUTION OF GREENHOUSE GAS (GHG) EMISSIONS 

ALLOWANCES

Pursuant to the Administrative Law Judge’s Ruling Requesting Comments and 

Noticing Workshop on Allowance Allocation Issues dated October 15, 2007, and the 

Administrative Law Judges’ Ruling Extending Comment Deadlines and Addressing Procedural 

Matters dated November 30, 2007, PacifiCorp respectfully submits these supplemental reply 

comments addressing opening comments and reply comments submitted by the parties in this 

proceeding, and raised during the joint workshop held November 5, 2007, on issues related to the 

distribution of greenhouse gas (“GHG”) emission allowances. PacifiCorp appreciates the 

opportunity to provide further comments in this proceeding on these important issues. 

I. DISCUSSION 

PacifiCorp has reviewed the supplemental information filed by Pacific Gas and 

Electric Company (“PG&E”) and Southern California Public Power Authority (“SCPPA”) in 

their November 17, 2007 reply comments, Western Resources Advocates’ (“WRA”) alternative 

allocation proposal included as part of WRA’s Opening Comments dated October 31, 2007, and 

the South Coast Air Quality Management District’s (“SCAQMD”) late filed comments dated 
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November 16, 2007. 

A. Pacific Gas & Electric’s Supplemental Information

PacifiCorp vigorously opposes GHG emission allowances be allocated based on a 

“benchmarking” or megawatt-hour “output-based” methodology, not only because the costs of 

reducing emissions under Assembly Bill 32 (“AB32”) will not be borne by owners of non-

emitting assets, but also because there will be no GHG emissions reduced from these assets. 

Allocating allowances based upon the output from non-emitting assets simply creates large 

wealth transfers among utilities unrelated to the overall goal of GHG emissions reduction and 

increases the costs of achieving GHG emission goals. It is unclear what public purpose would be 

served by distributing what will already be scarce GHG allowances to the owners of non-

emitting assets. 

Like the city of Los Angeles and the members of SCPPA, PacifiCorp is concerned 

about the imposition of unnecessary additional compliance costs on our customers. In its reply 

comments, PG&E makes the incorrect and unsupported assertion that utilities that still own 

higher emitting generation (i.e., fossil-fueled generation) must somehow support “a massive and 

inequitable shifting of costs from higher-emitting utilities to lower emitting utilities and 

commensurate delays in the permanent, sustained GHG reductions intended by AB32.” PG&E 

Reply Comments at 2. PG&E then elaborates and goes on to state within the supplemental 

information that if California does not adopt PG&E’s preferred allowance allocation approach, 

there will be “negative cost consequences for California consumers and businesses generally if a 

national GHG cap-and-trade program were to allocate emissions allowances on a 

“grandfathered” basis rather than based on output or sales.” PG&E Reply Comments at 20 and 

23-24.

First, PG&E has failed to demonstrate how allowance allocations to emitters to 

cover a portion of their existing emissions can directly effectuate an inequitable shifting of costs 

from higher-emitting utilities to lower emitting utilities. PG&E confuses the issue by ignoring 
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the fact that there are two separate costs that will be borne by companies and their customers in 

very different ways. The cost of effectuating emissions reductions will be borne by owners and 

customers of existing fossil-fueled generation; separately, there will be a cost of carbon realized 

within the marketplace as a result of carbon policy (i.e., the carbon price signal). All utilities that 

own or contract for electricity generated by fossil-fueled resources are expected to incur both 

types of costs, but owners of existing fossil-fueled resources will incur the greatest sum of the 

costs to effectuate actual GHG emissions reductions. 

The reality is allocating GHG allowances to existing emitters based on historic 

emissions will not be sufficient to cover emissions from all existing fossil-fueled generation. An 

allocation based on historic emissions serves to bridge the significant rate impacts that would 

otherwise be likely as a result of a significant policy shift in the types of electric generation that 

the state now finds is necessary to reduce GHG emissions. It must also be acknowledged that the 

goal of effectuating GHG emissions reductions will become ever more challenging over time for 

the owners of existing fossil-fueled resources due to a declining emissions cap, increasing 

customer load growth and the possible transition to an auction allocation approach. An 

inconvenient reality PG&E ignores is that there is no commercially available GHG emissions 

control equipment that may be installed in the near term and a fundamental shift in the current 

generating portfolio of many utilities will require substantial capital investments, technology 

advancements, and time. It is reasonable public policy to allocate allowances to existing emitters 

based upon historical emissions as a means of avoiding rate shock until either emissions control 

equipment is commercialized, an auction is instituted, or both. 

What is most troubling is PG&E’s unwillingness to acknowledge that the rate 

impact risks to the customers of utilities that currently own fossil units are disproportionately 

higher compared to the customers of California utilities who have already divested themselves of 

fossil-fueled generation. PG&E attempts to communicate its clairvoyance in divesting itself of 

higher emitting generation; to be fair, it must be acknowledged that the reason several California 

utilities divested themselves of fossil-fueled generation is related more to California’s 
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deregulation law Assembly Bill 1890 (1996) (“AB1890”), than carbon policy. During that 

process, utilities such as PG&E had the ability (and even the requirement under AB1890) to 

decrease their carbon-related risk by selling their generation assets and, ultimately, to contract 

away any carbon policy-related stranded cost risk, while also placing new construction and 

carbon policy risk squarely on independent generators competing for their business. Utilities, 

whose lower carbon portfolio manifested as a result of AB1890, received, in return for their 

consent in the mandatory divestiture of their fossil-fueled generation, billions of dollars in 

“competition transition charges” to finance upfront stranded cost recovery. The competition 

transition charge (“CTC”) was designed to allow utilities to recover their investments on an 

accelerated basis or risk having an asset become stranded.1 Principles of equity obligate the 

Commission to acknowledge the underlying reasons for the different circumstances of 

California’s utilities and not engage in backward-looking green washing. 

It should also be recognized that some of these very same utilities have had 

historical operations and beneficial proximity to Northern California, Pacific Northwest, and 

Canadian hydroelectric resources, or the Pacific Ocean for inexpensive and massive supplies of 

once-through cooling water for nuclear projects -- these additional benefits resulted from 

providence, not by some conscious concern by utilities over GHG emissions. PacifiCorp strongly 

disagrees with PG&E’s assertion that the “grandfathering” proposal would penalize their past 

investments in nuclear and hydroelectric projects. Utilities that built hydroelectric dams many 

decades ago or nuclear plants in the sixties and seventies simply did not do so to avoid GHG 

emissions and there is no reason to provide utilities such as PG&E with a financial windfall for 

their coincidental actions. These resources will already enjoy electricity production that will not 

carry a new carbon cost. To the extent these resources can continue to be relicensed, customers 

of utilities owning these resources will likely enjoy a stable electricity price even as the carbon 

cap declines and allowances become more expensive to reflect their increased scarcity. New 

1 As a multi-jurisdictional utility, PacifiCorp was not required to divest its generation under AB 1890 or collect a 
CTC.
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opportunities for energy efficiency should present themselves as opportunities further up a 

supply curve become more cost-effective as wholesale prices of electricity increase. 

PG&E’s analysis also ignores the market effect of existing higher emitting 

resources being retired and the manner in which the GHG emissions performance standard will 

effectively address GHG emissions attributable to new resources brought online to replace 

existing load as well as serve new load. Some regulatory combination of freely allocated 

allowances to existing emitters coupled with auctions can ensure equity. PacifiCorp continues to 

support efforts by the Commission to model and inform its decision on the appropriate levels and 

schedule.

It is unclear how the supplemental information provided by PG&E supports their 

proposal that GHG emission allowances be allocated to non-emitters based on a “benchmarking” 

or megawatt-hour “output-based” methodology. Utility rates are the product of various past 

regulatory actions and are largely unrelated to the mitigation of greenhouse gases until very 

recently. The excerpt from the recent U.S. Supreme Court decision regarding GHG, while a 

useful chronology of citations to public sources in which the risk of GHG emissions and 

potential actions to constrain those emissions, also demonstrates that broad knowledge regarding 

the potential risks posed by global climate change was not achieved until the 1990s and was 

largely the result of the efforts of the Intergovernmental Panel on Climate Change (IPCC), which 

did not publish its first comprehensive report on the topic until 1990. AB 32 was not passed until 

2006 and Congress has yet to pass legislation regarding regulation of GHG emissions. Utilities 

struggle today to determine appropriate generation investments with the uncertainty of GHG 

regulation looming—clearly, utilities that built hydroelectric dams many decades ago or nuclear 

plants in the sixties and seventies did not peer into their crystal balls in an effort to predict the 

future of GHG regulation. 

Finally, PG&E’s argument that California would experience a loss in allowances 

value equal to $2.1 billion per year, if a national program promulgated a “grandfathered” or 

historical emissions based allocation method, is misleading. First, PG&E analysis is incomplete. 
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The analysis does not account for the substantial customer costs of achieving the GHG 

reductions. Under PG&E’s proposal, there are no additional GHG emissions reductions 

achieved, but there is clearly a financial windfall for non-emitters, while simultaneously 

increasing the compliance costs to customers of utilities that still own higher emitting generation. 

Second, PG&E fails to acknowledge that none of the existing federal cap-and-trade proposals 

envision a pure “grandfathered” or historical emissions-based allocation method. These 

proposals seek to find an equitable balance of significant carbon mitigation while avoiding 

customer rate shock as a key design principle. California should do likewise. California should 

promulgate a rule that allocates all allowances freely to emitters who actually need them and, 

short of that, consider a process for auctioning allowances to emitters that actually need them 

while using the auction revenues to avoid customer rate shock. Both of these approaches 

preserve the cap and focus on avoiding customer rate shock. The allocation of GHG emission 

allowances to non-emitters based on a “benchmarking” or megawatt-hour “output-based” 

methodology does not engender additional GHG emissions reductions, but is simply an 

unnecessary increase in the costs of compliance and a wealth transfer from one group of utility 

customers to another. 

The simple fact is that after stripping away the rhetoric, non-emitting resources do 

not bear the burden or the direct costs of effectuating GHG emissions reductions. The decisions 

to build fossil fuel power plants, which were made over many decades and were intended to 

achieve a fuel mix, were lawful, economical, and prudent, as determined by regulatory 

authorities. Load serving entities and their customers should not be punished for past prudent 

decisions. The Commission should reject PG&E’s proposal and instead allocate allowances 

freely to existing emitters who will have the greater sum burden of effectuating GHG emissions 

reductions.

B. Southern California Public Power Authority

For the same reasons as articulated above, PacifiCorp strongly agrees with the 
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supplemental information provided by SCPPA in their reply comments. The SCPPA figures 

illustrate the inequity of allocating allowances among retail providers on the basis of each retail 

provider’s retail sales. Doing so would result in a wealth transfer from the retail providers that 

currently have a more carbon intensive resource mix to those that do not and would punish 

utilities and their customers for past prudent decisions. In sum, PacifiCorp agrees with SCPPA 

that “It would be bad public policy to allocate allowances to some regulated entities as a reward 

for past actions while denying an allocation of allowances to other entities as a penalty for past 

actions. Allocating allowances to reward some regulated entities and to penalize others would 

require the regulatory agency to investigate the appropriateness of the reward or penalty.” 

SCPPA Reply Comments at 22-25. 

C. Western Resource Advocates

Upon reviewing the WRA working paper, PacifiCorp still has questions on how 

the proposed approach would accommodate trading of the CO2RCs. For example, if the 

CO2RCs are disaggregated from the output (i.e., sold off), how would the underlying power be 

characterized (i.e., GHG emissions for the remaining “null” power)? How are emissions 

characterized from generators who sell only a portion of CO2RCs? Finally, it seems unlikely that 

Western states that rely heavily on coal-fueled generation are unlikely to embrace the WRA 

allowance allocation approach which clearly disadvantages their native generation.

While PacifiCorp commends WRA for thinking outside the box in attempting to 

address the issue of allowance allocation, we find the WRA alternative approach to be more 

stringent than a “benchmarking” or megawatt-hour output-based approach and unacceptable. The 

WRA approach narrows the eligibility for free allowance allocations to only those resources that 

have an average emission rate lower than 1000 tons of CO2 per gigawatt-hour. This approach 

effectively transfers any freely allocated allowances that might otherwise have been granted 

based upon the output from higher emitting, typically coal, resources, to owners of non- and 

lower-emitting (i.e., natural gas) resources, leaving those who will already bear the brunt of 
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higher compliance costs to fend for themselves in the marketplace. 

For the reasons stated in opposing PG&E’s allowance allocation proposal, 

PacifiCorp likewise opposes the WRA proposal. Emission allowances should not be allocated on 

the basis of retail sales, “benchmarked” tons of CO2 per gigawatt-hour of output, population, or 

any other factor that does not bear a direct one-to-one correlation to a utility’s actual historical 

emissions. Any allocation on a basis that is not correlated to emissions and the actual need of 

regulated entities for allowances would result in cross-subsidies and wealth transfers among 

retail providers and/or generators. The allocation envisioned by the WRA proposal would be 

inequitable and would degrade the integrity of the GHG regulatory program and represents a 

punitive approach toward utilities and their customers for past prudent decisions in higher-

emitting resources. Efforts should be focused on how to accomplish change in a forward-looking 

manner. 

The potential linkages with regional, national and international programs must 

also be considered further in the approach advocated by WRA. 

D. South Coast Air Quality Management District

PacifiCorp supports several of the conclusions and recommendations offered by 

the SCAQMD. First, PacifiCorp supports increasing program flexibility by including pilot credit 

generation rules for mobile and area source credits, akin to those included as part of the District’s 

RECLAIM nitrogen oxide (“NOx”) emissions trading program. In this context, SCAQMD notes 

that “[s]uch programs can provide a “safety valve” by creating the opportunity to add additional 

credits into the system.” SCAQMD Policy Paper Part Three at III-1-2.  

Second, periodic technology reviews and allocation adjustments, based upon 

historic emissions, with consideration of cost-effectiveness, is good public policy. SCAQMD 

states that “[i]n 2005, a [Best Available Retrofit Control Technology] assessment resulted in rule 

amendments to reduce RTCs by over 20% by the year 2011 to reflect the current level of 

technology available for the types of equipment in NOx RECLAIM. Such periodic assessments 
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would be valuable for future cap-and-trade programs.” SCAQMD Policy Paper Part Three at III-

1-2. The rate at which the GHG cap declines should be directly linked to the technological 

feasibility in achieving additional emissions reductions. 

Finally, PacifiCorp supports the specific topic recommendations offered by the 

SCAQMD at III-1-5 through III-1-9. Adequate time must be allowed before a new program 

starts to allow program participants to adequately prepare. The Commission should retain 

authority to change the regulatory structure midstream to accommodate changes within the 

marketplace. It is reasonable for the Commission to require regulated entities to file periodic 

compliance plans coupled with a process conducted by the Commission to approve or 

acknowledge these plans. Enforceability must be part of the program’s design to provide 

regulated entities with the certainty necessary to make critical compliance decisions, and as far 

as the trading market, provide adequate rules to deter manipulation.  

The process for granting variances should also be defined as part of the initial rule 

to accommodate unforeseen extreme circumstances. Formal implementation guidance and 

training should be routinely conducted and updated to help ensure consistent interpretation and 

application of the program’s rules. This will enhance compliance rates and address issues of staff 

turnover. Emissions auditing is necessary to ensure the integrity of the emissions reported, 

especially for sources that do not rely on automated reporting (i.e., continuous emissions 

monitors) or unique emissions estimation methodologies for carbon offset projects. Finally, 

automation in a cap-and-trade program is necessary because of the complex interaction between 

the regulatory components, including more stringent emissions monitoring, facility-based 

permitting that captures device-based data, emission credit trading, and the need to bring all 

elements together to confirm compliance with allocations. 

II. CONCLUSION  

PacifiCorp appreciates the opportunity to submit supplemental reply comments on 

issues raised by the parties related to the distribution of GHG emission allowances. For all the 
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foregoing reasons, PacifiCorp recommends that the Joint Staff, 

� reject PG&E’s preferred allowance allocation approach;

� support SCPPA’s proposal to allocate allowances to existing emitters based 

upon their historical emissions as a matter of equity and to avoid rate shock; 

� reject the WRA proposal to establish a more discriminatory allowance 

allocation approach that discriminates against existing higher emitting sources 

of generation; and finally, 

� support the design recommendations offered by the SCAQMD based upon the 

experiences gained from managing the RECLAIM NOx cap-and-trade 

program in Southern California.  

PacifiCorp’s preferred GHG emission allowance distribution method remains one 

based upon historic emissions. PacifiCorp recommends that the Joint Staff adopt PacifiCorp’s 

preferred GHG emission allowance distribution method and, in the alternative, consider 

developing an allowance distribution method for small, multi-jurisdictional utilities and their 

unique circumstances. 

Dated:  December 7, 2007 Respectfully submitted, 

By

Kyle L. Davis 
Manager of Environmental Policy & 
Strategy PacifiCorp 
825 NE Multnomah 
Portland, OR 97232 
(503) 813-6601 Phone 
(503) 813-7247 Fax 
E-Mail: Kyle.L.Davis@PacifiCorp.com  
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